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Some Cost Accounting Terms
AN INTRODUCTION TO A DISCUSSION OF THE NATURE AND 
USES OF FACTORY ACCOUNTS
By John Whitmore
When names seem expressive, but are not accurately so, there 
is a danger that they may govern our conceptions of the things 
named, and if these are still in process of development, names may 
even determine their eventual character. It seems to me that 
this is what has happened, and is still happening, to what we have 
all of us called “cost accounts.” The name is simple and strik­
ing. It seems to convey a meaning perfectly, and even to consti­
tute a binding definition. It is but natural if after a while cost 
accounts are found to have been fitted to their name; cost 
accounts are accounts to determine costs.
The federal trade commission has probably been one of the 
principal influences which have furthered among manufacturers a 
sense of the necessity of cost accounts, but always as far as I know 
to the end that they may have knowledge of the costs of their 
products. And a recent and not unauthoritative definition of 
cost accounts speaks of their sole purpose as being to state the 
costs of products. Nor, notwithstanding the emphasis laid con­
stantly by practitioners of cost accounting upon the potential 
uses of cost accounts in attaining economy of manufacture, 
can one doubt that such a definition of cost accounts, as 
actually existing, has a wide, though of course not a universal, 
accuracy.
Now cost accounts originally bore another name. They were 
called “factory accounts.” Apparently someone with an instinct 
for the striking word, managed to change their name, I believe 
with unfortunate results. The new name of “cost accounts,” 
truly understood, is perfectly comprehensive, for all the expenses 
of manufacturing, from the building of a manufacturing plant to 
finishing the products for the market, are nothing but the costs of 
such products (unless, indeed, they are waste), and they are none 
of them ever recoverable at all except as they are recovered in the 
sale of the products.
But unfortunately the term “cost accounts” was liable to a 
narrower interpretation, and this is what has befallen it. They 
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became a separate and limited thing, outside of the main system 
of double-entry bookkeeping and for the sole purpose of arriving 
at cost figures.
In the year 1887 there was published a book which was for long, 
and I am inclined to think that it still is, the best existing book 
on the subject of manufacturing cost accounts. But it was not 
called cost accounts, nor do I think that term occurs in the whole 
course of it. It was written by Emil Garcke, managing director 
of the British Electric Traction Company, and J. M. Fells, general 
manager of the Salt Union, Limited. They appear to have been 
important industrial executives, and they were certainly accom­
plished accountants. The title of the book was Factory Accounts, 
and in it there was never the idea that the factory accounts were 
anything other than an integral part of the total system of double­
entry accounting, or that they were for a single purpose, or for 
any limited number of specified purposes, for their many uses are 
considered step by step throughout the description of them. 
Contrast with the idea that cost accounts are for the single pur­
pose of ascertaining costs of products even the following uses of 
factory accounts which are more specially dwelt upon in this book 
published as long ago as 1887:
(a) To give (of course) the cost of production, both by com­
pleted products and in detail;
(b) To disclose wastes and to point the ways to lowering costs;
(c) To account for materials as cash is accounted for, and to 
regulate them in accordance with the factory needs;
(d) To give continuous inventory figures, making frequent 
profit and balance-sheet statements possible;
(e) To create a moral effect upon the employees, both by their 
knowledge of the existence of a strict accounting and by 
their own participation in effecting it;
(f) To furnish a sound basis for participation by employees in 
profits arising from increased efficiency, binding the 
interests of employer and workmen more closely together.
It is possible that if we had held to the idea of factory accounts 
as an integral part of the balanced double-entry accounts of a 
manufacturer, with their unbroken chain of controlling accounts 
and controlled books, and had not substituted a narrower idea 
of “cost accounts,” it might have been better. I think factory 
accounts is a more accurate and more useful term than cost 
accounts.
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The next cost accounting term that I will consider is “tying in,” 
applied to the effecting of an agreement between the figures in the 
cost accounts and corresponding figures in the general books. 
A recent important publication,*  in reviewing the history of cost 
accounting in the United States, says “the first long step forward 
of progress in overhead accounting came with the appreciation 
that costs should be tied in with the general books.”
Now “tying in ” can not possibly be anything more, and I do not 
see how it can be anything less, than bringing the cost accounts 
within the double-entry system of the general accounts. As I 
have already said, in Garcke & Fells’ book published in 1887 there 
is not the slightest suggestion that they shall be outside of that 
system, with the inevitable consequence of being unbalanced and 
uncontrolled. They are included in it by the simplest means. 
The general ledger stores account controls the materials and sup­
plies ledgers. The manufacturing account controls the cost 
ledgers. The stock account controls the finished-stock ledgers. 
The bookkeeping principle, one might almost say the procedure, 
is identical with that of the controlling account and controlled 
ledger for accounts receivable. The “tying in” is just the same 
in the one case as the other, and it is nothing but simple double­
entry bookkeeping. If factory bookkeeping is double-entry 
bookkeeping, there can be no need to talk of tying in. The cost 
accounts will be tied in already, quite perfectly.
And then there is the unfortunate term “overhead.” This 
came into use but a very limited number of years ago, and seemed 
almost immediately to achieve a universal popularity. At pres­
ent, practically, one is forced to use the term, however one rebels 
against it. In the original Century Dictionary, published about 
forty years ago, there was no such word in the present sense. In 
the Supplement, published about twenty years later, it appeared, 
defined as “average; applicable to all.” Costs were then, and 
have been ever since, down to this very day, defined as consisting 
of materials, direct labor and overhead. In the pamphlet issued 
by the department of manufacture of the Chamber of Commerce 
of the United States, already referred to, it is said:
“Overhead is usually defined in accounting text books to 
include the elements of cost that are left over after charging 
direct to a product the readily allocated materials and the 
labor that have been employed direct in its manufacture.
* The Evolution of Overhead Accounting: Department of manufacture, Chamber of Commerce 
of the United States.
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. . . Indirect items of cost include such things as the super­
intendent’s salary, power, light, the cost of owning and oper­
ating buildings and machinery, and so on. Overhead is 
the general term applied to these indirect costs.”
The Chamber of Commerce pamphlet describes how at first all 
this “overhead” was distributed to the different products on the 
basis of direct labor, money or hours, without departmentalizing 
expenses; how later came the departmentalization of expenses; 
and later still machine rates.
So far I believe it is plain that what is being considered is the 
machine industries. Indeed, I believe this is true of nearly all 
discussions of cost accounting, even to this day. As long as we 
assume this limitation, the methods of cost accounting advocated 
are intelligible, and all of them probably are still useful under the 
different conditions in the machine industries today. But there 
are other and vast industries to which such procedure seems to 
have little relation and often no relation whatsoever. In the 
paper manufacturing industries there can be no distribution of 
other expenses on the basis of direct labor, for labor and all other 
expenses of the principal part of the mill must be charged accord­
ing to paper-machine time, and though this may seem virtually a 
machine rate it has little or no likeness to machine rates de­
termined separately, and with much detailed distribution, to 
each of, perhaps, a hundred machines in a machine shop. In 
foundries the distribution on the basis of direct labor has a limited 
place and is effected with necessary modifications. In the large 
forging operations, it is true, there are hammer and press rates 
which are practically identical in character with machine-tool 
rates. In the metallurgical and chemical industries the procedure 
is quite special to the operations, and has no likeness whatever 
to the procedure in the mechanical industries.
On the other hand I believe the distribution and division of all 
expenses to “production centres” may be accepted as a universal 
principle, for the production centre may be the total of a factory, 
or a department of a factory, or a process, or a single machine, a 
single forging hammer or press, a single furnace of any character, 
a single still (as in oil refining), a single kettle (as in soap manufac­
turing), a group of tanks (as in electrolytic copper refining), or in 
fact any unit or group of units in any industrial processes.
But not all “overhead” is expense of production. Commonly 
a part of it, and often a considerable part, is expense of idleness.
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Some little time after the publication of Hamilton Church’s 
Proper Distribution of the Expense Burden,* I talked on a few 
evenings to the students at the New York University School of 
Commerce and Accounts, and in those talks I dwelt long upon the 
importance of Mr. Church’s book. But I dissented altogether 
from his supplementary rate by which he brought all factory 
expenses whatsoever into the cost of goods produced. I pointed 
out the imperative need of separating the expenses of what I then 
called “idle factory capacity,” but which the present Chamber of 
Commerce pamphlet, contending for exactly the same thing, calls 
by the more convenient term of “idle facilities.” The substance 
of what I said then was later printed as a series of articles in The 
Journal of Accountancy in the months of August, 1906, to 
January, 1907. This series of articles was reprinted in full in The 
Accountant, the organ of the Institute of Chartered Accountants 
in England and Wales, November, 1906, to February, 1907.+
“Overhead,” therefore, defined as “average; applicable to all,” 
is in large part expenses of individual production centres, costs of 
single processes and even of single products, as direct in their 
ultimate determination as the expense of materials and direct 
labor; and it is in varying but considerable part expense of idle 
facilities, and no part of the costs of any products at all. If it is 
doubted that the use of this word creates confused thinking, I may 
relate one trivial incident.
A few years ago I told a manufacturer, to whom I was talking 
of certain cost accounting plans as their development proceeded, 
that I proposed to distribute the purely general expenses of the 
machine shops on the basis of the combined machine rates and 
direct labor. He answered that it seemed to him that this would 
violate what he understood was “one of the first principles of cost 
accounting, that one must never distribute overhead on over­
head.” If he had used words of plain meaning and had said 
“You propose to distribute the purely general expenses of a 
machine shop on the combined cost of machine labor and men’s 
labor,” I do not think he would have gone on to the same con­
clusion. But instead of simple facts and actual relationships he 
was considering “overhead.”
* This was originally a series of articles published in the Engineering Magazine, July to De­
cember, 1901.
+I see that there is a belief prevalent now that the necessity of excluding the cost of idle 
facilities from the cost of products, and making it a separate charge to profit and loss, was first 
perceived many years later (see page 1228 Proceedings International Congress 1929). That this 
is completely an error may be readily seen by reference to the articles in The Journal of Ac­
countancy in the months and years above mentioned. —J. W.
197
The Journal of Accountancy
The term “burden” is used now in the same sense as “over­
head.” They are used as absolute synonyms. All the time one 
comes across the expression “overhead or burden.” Burden is at 
least a legitimate noun and consequently does not give one an 
immediate sense of bewilderment. In this connection it has also 
a different history. It originated in a period that is past, when 
expenses other than materials and direct labor were relatively 
small. Such was the state of affairs when Garcke & Fells’ Fac­
tory Accounts was written in 1887. It is stated therein that many 
manufacturers were content to take out “prime cost” i. e. mate­
rials and direct labor, feeling that they could always make due 
allowance for the other expenses of manufacturing, without 
formal calculation. But “burden” and “overhead” live on to­
gether as alternative designations for the third element of cost in 
the machine industries. The limitation to the machine industries 
is my own, for it seems to me that such a limitation always exists 
without ever being mentioned.
I leave “overhead” and consider “burden,” which is a word 
having a meaning that can be discussed. Is it truly expressive of 
the expenses of manufacturing other than labor? I believe that 
in many machine operations the labor might more correctly be 
called burden, than the power and tools by which the work is 
actually performed. In such operations how plain it is that the 






If these five divisions were recognized, if they had passed into the 
common cost-accounting speech, instead of the single paper 
Accounting for Burden in the recent international congress, we 
might have had at least a paper on power cost accounts and a 
paper on machine rates.
Then there is the word “depreciation.” For what this word 
represents of the constant contention of accountants through the 
years when necessary depreciation charges were so commonly 
resisted, I have a great respect. Nevertheless the term is inexact, 
and consequently it has been a mischief-maker. Often it was 
difficult or impossible to contend that physical depreciation had 
occurred, and, even if obsolescence were considered, probably 
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nothing of the kind was in sight. I believe the error was a funda­
mental error in the view taken of manufacturing plant. It was, 
and I believe often is, regarded as something having an actual 
value in itself, whereas its only value is in its use for production. 
Its creation is merely the first step, the initial process, in producing 
marketable goods, and the proportionate cost of that initial 
process is as much a part of the cost of every item of the resulting 
production as is the cost of any later process. It would seem im­
possible that there could at any time have been any question 
that all manufacturing plant has a limited life (whether limited 
by its being worn out or its being superseded) and that at the end 
of its life its cost has been a part of the cost of all the product 
obtained by its use, without excepting a single item of such prod­
uct, from first to last; and that consequently by a process of 
amortization the cost of plant must be steadily absorbed into 
the cost of products, and that depreciation as a fact at any given 
time has nothing to do with the matter. I think amortization 
would always have been a better word.
There is another cost-accounting term that has come into use 
and that seems not unlikely to achieve a popularity like that of 
“overhead,” and this is “pre-determined costs.” Pre-determined 
costs have been put forward as something infinitely superior to 
actual recorded costs. I think myself that, whatever is meant by 
pre-determined costs, they can not but be something so absolutely 
different and distinct from costs actually recorded that the two 
are not comparable and that there can not be superiority of one 
over the other. “Pre-determined costs” are presumably com­
parable with any other estimates, or calculations, or forecastings 
of costs, before actual production, and I am not questioning any 
claims that may be made as to their uses and values, but I do not 
like the term. The Century Dictionary gives certain varied 
definitions of the word pre-determine, supporting each with quo­
tations, and, in all except one, it is not man that pre-determines, 
but quite another Being. The single exception is represented by 
a quotation from Sterne’s Sentimental Journey: “The moment I 
cast my eyes upon him, I was pre-determined not to give him a 
single sou.” Which is of course quite a different thing from pre­
determining the costs of manufacture.
Concerning estimates (which is all they can be) prior to manu­
facture, and costs actually recorded from day to day as the manu­
facturing progresses, and the uses of these two sets of figures in 
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conjunction with each other, it would be difficult to-day to add 
anything of real significance to the following quotations from 
Garcke & Fells’ book published in 1887, although one speaker at 
the international congress seemed to think that before 1908 there 
were only the dark ages.
“Before any order to manufacture is given it is advisable, 
as tending to produce greater economy in cost of production, 
that the designer, draughtsman, or other person best ac­
quainted with its processes and details, should, on a properly 
ruled and headed form, estimate the probable cost to be in­
curred in wages and materials in the production of the articles 
in question. This estimate should be a minimum rather than 
a maximum one. The works manager or foreman should be 
supplied with a complete specification of all material and 
parts included in the estimate. The storekeeper should also 
be furnished with the same particulars, and should not with­
out special authority issue more material for the order than is 
estimated.”
“To ensure consideration of the question of what econo­
mies are practicable in construction or manufacture, the 
heads of the designing and manufacturing departments 
should be advised of the cost of each order when it is com­
pleted in such detail as permits of a comparison being in­
stituted between the actual and estimated cost. As a matter 
of convenience the estimate forms may include columns for 
the actual costs to be inserted when known. The employer 
should be advised of the differences between actual and 
estimated costs in such detail as he may require. It is also 
desirable that a comparative cost register should be com­
piled showing the difference in cost of making the same or 
similar articles under differing conditions of time, material, 
parts, or quantities. This register will be specially service­
able in preparing estimates and quoting for orders, and per­
mits of the necessary adjustments in quotations consequent 
upon the increase or decrease in the market price of material.”
How simple the words, how temperate the phrasing throughout, 
and still I doubt whether there is any other book on factory ac­
counts, even after this interval of 43 years, that can be read with 
so much profit to-day.
[My quotations from Messrs. Garcke & Fells’ book are taken from the edition of 1902. I 
think I can say from memory that this 1902 edition is substantially the same as the original 
edition of 1887.—J. W.]
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